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Abstract
InthispaperwefocusontheEUanditsintra-internationaltrading,analyzethe
causesofcurrencycrises,andfinallythesuitabilityofacommoncurrencyarea.
Firstlyweconfirmthattheeliminationofexchangeratefluctuationshavecoin-
tidedwiththeincreasingvolumeofinternationaltrade.Secondly,weanalyzethe
relationshipbetweentradelinkageandcurrencycrises.Wefoundthattradelink-
agehadplayedanimportantroleincurrencycontagion.Atleastinthemiddleand
longrun,wenotethattradelinkageismoreimportantthansomemacroandfinan-
cialvariableswhenthinkingofcurrencycrisis.Finally,weillustratethatthein-
creasingoftradelinkageshapesoptimumcurrencyarea.
Keywords:
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1.Introduction
In1999,elevencountriesintheEUrealizedacommoncurrency,the
EURO.OnJuly12002,eachcountry'scurrencyisduetobeabolished.
Theremayalsobeseveralothercountriesthatwillparticipateinthecur-
rencyintegration.Therearemanymotivationspromotingthistrend.One
ofthemistoavoidexchangeratefluctuations.Itishighlyprobablethat
exchangeratevariabilityreducesthevolumeoftrade,andseriously
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deteriorateseconomicgrowth.Ontheotherhand,manyeconomistsw
haveanalyzedcurrencycrisessaythatcurrencycontagionthathavehad
pened,especiallyinthe1990s,arerelatedtoeconomiclinkage.Curren
crisesinthe1990s,aredifferentfromotherpastcrisesinthatthey
fectedothercountriesorregions.Tradelinkagemayplayanimpor
roleincurrencycontagiontakingplace.
Thepurposeofthispaperisasfollows.First,weattempttoinvestiga
whethertheeliminationofexchangeratefluctuationshavecoincidedwi'
theincreasingthevolumeofinternationaltrade.Second,weanalyze,
relationshipbetweentradelinkageandcurrencycrises.Andfinally,
analyzewhetherintensivetradelinkagepromotesanoptimumturret
areaornot.Thepaperisorganizedasfollows.Section2discusses
econometricmethodologytoevaluatetherelationbetweenexchange
variabilityandtrade.Section3presentswhethertradelinkagecafe
currencycrisesandpromotesanoptimumcurrencyarea.Andsectirn
providessomeconcludingremarks.
1
2.EUandInternationalTrade"
Alotofresearchhasbeendonefortherelationshipbetweenexchi
ratevariabilityandtrade,especiallyexports.DeGrauwe(1988),Fri
(1991),Giovannini(1988),ViaeneanddeVries(1992)indicatet
r,
changevariabilityreducestradebasingontheoreticalmodel.
(1995),Chowdhury(1993),DeGrauwe(1987),KenenandRodrik
Pozo(1992),fromempiricalanalysis,illustratesthesameresults.
otherhand,AsseeryandPeel(1991),IMF(1984)theoppositeresui{a
Gatingthatexchangeratevariabilitywouldincreasetrade.Bailey,
(1986),Gagnon(1993),Gotur(1985)shownosignificantrelatioI
betweentheml.Thisproblem,therelationshipbetweentrade(e期;
andexchangeratevariabilityhasnotbeensolved.Adeterministic
hasnotbeenproposed.
Wefollowthetraditionallong-runexportfunction(see,forex
Arize,19950rChowdhurry,1993)forempiricalanalysis.
lnX,=αo+α1EXRε 十 α21n}二+α31nP、+ε 、
1
1See,forexample,FountasandAristotelous(1999),Gotur(1985)..:
veythisproblem.
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whereXLstandsforrealexports,EXR。forexchangeratevariability,YI
forrealforeignincome,PLforrelativeprices(domestic/foreign),andε,
istheerrorterm.
Economictheoryindicatesthatifimportersareriskaverse,anincrease
inexchangeratevariabilitywoulddepresstrade.Andmosttradersare
riskaverse.Realincomeonrealexportsshouldbepositiveandtheimpact
ofrelativepricesonrealexportsshouldbenegative.Wefollowthisbasic
ideatoevaluatetherelationshipbetweenexchangeratevariabilityandin-
ternationaltrade.
Ifthevariablesinequation(1)arecointegrated(weknow,mosttime-
seriesdataareso),thenitwouldbeshowninthefollowingerror-
correctionmodel(FountesandAristotelous,1999).
△lnX、=α 。+α 監ECT卜1+α2ERM、+Σ β,△lnX、一`
+Σ γ、△EXR、.、+Σ δf△1nyl.ご+△ ζ`△InP、一`十 ε、
(2)
whereECT,-1istheerror・correctiontermandERM,isadummyvariable,
takingthevalueofonewhentheexportingcountrywasamemberofthe
ERM(ExchangeRateMechanism).
Asameasureofexchangeratevolatilityweusethemovingstandard
deviationofthechangeinthenominalexchangerate,following
Chowdhury(1993)andFountasandAristotelous(1999)
EXR,=[(1/m)Σ(ln71ε+ε.1-ln7▼ 、+ト2)2]レ2 (3)
Inequation(3),Tisthenominaleffectiveexchangerate.Wecalculateit
bytheweightedaverageoftheexchangerateswherethetradeweights
aretheonesusedincreatingforeignincomeandrelativeprices.Andmis
theorderofthemovingaverage,wesetitat8.Weusequarterlydatafor
thisexchangeratevariabilitycalculation.
Wealsousequarterlydataintheeconometricanalysisoftheequation
(2).WeinvestigatethefourteenEUcountries.Nowthereare15member
countries,however,weomitLuxembourgduetoalackofdata.TheEU
startedwith].2countries,butweincludeAustria,Finland,andSweden
whichdidn'tparticipateuntilJan.11995.Theexportvariableincludes
eachcountry'sexportstotheotherthirteencountries.Itsrealvalueis
constructedbydividingtheunitexportvalue.Foreignincomeiscreated
bytakingtheweightedaverageoftherealGDP(nominalGDPdeflated
bytheconsumerpriceindex).Relativepricesaretheexchangerate
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adjustedpricesofdomesticexportstothepriceofexportsofother隊
tries.Theweightsareequaltotheincome.AlldataisfromtheIFS
excepttradedatawhichisfromtheMonthlyStatisticsofForeignT
(OECD).(SeeAppendixfordetailedsourcesofthedata.)・;
First,wemadeunitrootteststoseethepropertiesofeachtime8酢
TheresultssaythatallseriesareI(1).Thenwetestedforcointeg騨
usingtheJohansenmaximumlikelihoodapproach.Theresultsin『
thatthereexistsauniquecointegratingvectorforsomecountries.
todecidetheformsofthemodel,weusedtheAIC2ruleandeliminati
significantlagsunlessthisintroducedserialcorrelationintheerror
Forsomecountries,weincludedanerrorcorrectionterm,howeverf慶
othercountrieswedidn'tincludeerrorcorrectiontermbl
cointegrationdoesnotapply.TheResultareasfollowsintable1.,
TablelRegressionresultsforthedeterminantsoftrade
CountryLag ECT ERM OX △EXR △Y OP OStaff
Austria0 o.00i(0.23)
Adj.R'
AR=1.
ARCH=
1
・詞
1
‐o.io
(1.31)
‐o.s2
(10.15")
一2.91
(2.73")
2 1.1(8.54")
o.so
(3.02")
1'
(1.35)
3
一 〇.55
(7.23")
o.2a
(1.50)
4
一 〇.52
(8.59")
5
一 〇.39
(7.11")
Belgium0 1!!'(1.64)
Adj.R"
AR=O
ARCH
1
4
1
一 〇.55
(6.53")
o.ss
(3.62")
2
一 〇.56
(7.02")
0.56
(3.33")
一 〇.31
(1.00)
3
一 〇.39
(4.58")
4 0.32
(4.18")
?
??
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¶2
馬
i
3 0.21
(6.53")
一 〇.19
(0.64)
4 0.16(0.97)
Ireland0
‐o.oi
(1.35)
Adj.R'=0.38
AR=1.11
ARCH=0.97
1 0.04
(2.36')
一 〇.50
(4.09")
0.54
(5.61'`)
0.35
(1.70)
2
1
(3.56")
0.56
(5.85寧゜)
3
一 〇.35
(3.67")
0.45
(3.65")
Italy0 II.(0.36)
Adj.R2=0.69
AR=1,77
ARCH=0.32
1
一 〇.19
(1.27)
0.21
(5.60")
0.74
(2.11')
2
3
4
一 〇.84
(1.57)
5 0.44(5.23")
↑
Netherlands0 o.io(1.04)
、
Adj.R2=0.誌冒
AR=1.68
ARCH=0.53
i
l
1
一 〇.41
(6.06'°)
0.71
(2.84")
2
一 〇.37
(5.04")
0.63
(2.35')
一 〇.003
(0.64)
3
一 〇.32
(4.44")
4
一 〇.26
(3.23弓')
Portugal0 0.002(0.18)
Adj.R==0.15
AR=1.29
ARCH=瑚
1
一 〇.26
(2.72")
1.24
(3.62")
2
一 〇.34
(3.68")
0.97
(1.47)
一 〇.65
(1.34)
一6一
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3
一 〇.32
(3.22")
4
一 〇.25
(2.76")
5 0.30(3.58")
Spain 0 11;(2.40')
Adj.R2=0.74
AR=1.65
ARCH=0.44
1 o.os(1.40)
‐o.66
(7.52")
0.54
(1.23)
2 1.1(7.11")
0.44
(1.08)
3
一 〇.52
(6.98")
一 〇.30
(1.04)
4 0.12(0.85)
Sweden0 0.19(0.85)
Adj.R2=0.66
AR=1.70
ARCH=0.34
1 0.02(3.09")
一 〇.54
(5.02")
0.84
(3.69")
一 〇.04
coos)
2
一 〇.51
(3.99")
o.ss
(3.78")
3 1(3.29")
0,78
(2.41')
4 0.40(527")
U.K. 0
一 〇.03
(o.s8>
Adj.R'=0.68
AR=1.77
ARCH=0.19
1
一 〇.48
(7.02")
1.34
(2.90")
o.oa
(1.01)
2
一 〇.40
(3.02")
3
一 〇.41
(3.13")
4 0.44
(3.91")
Note:figuresinparenthesesareabsolutet-statistics.°and鱒denotesignificantat
the5%and1%levelrespectively.TheFstatisticversionofLM(4)teststa-
tisticforautocorrelation(AR)andLM(4)teststatisticsforautoregres-
siveconditionalheteroskedasticity(ARCH)arereported.
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Theresultsshowthatexchangeratevariabilityhasanegativeimpact
onexport.Andotherresultsare,exceptrelativeprices,almostexpected.
Inalmostallthecountriespriceshavesuccessfullygonedown,sothey
havenotbeenaffectedsomuchbyinternationaltrade.However,the
dummyvariable(participationintheERM)isnotstatisticallysignifi-
cant.ThefoundationoftheERMdoesnotplayanimportantroleinpro-
motinginternationaltradeinthisarea.Betweenthesecountries,trade
linkageshavebeenstrongsincethefoundationoftheEECandhavecon-
tinnedtodevelop.SurelytheERMhelpedtopromotestableexchange
ratesanditmighthaveincreasedintra-trade.However,thereisahigh
possibilitythattheestablishmentofEFTA,EEC,EC,EUalongwiththe
abolishmentoftariffs,orquotashasaffectedtrademuchmorethanthe
ERMinthemediumandlongruns.Moreover,somecountrieschanged
centralrateoftheERMquiteoftenorwidelytostaywithintheEMS
(ERM).So,inspiteoflittlevariabilityinexchangerates,insomecases,
marketsdonotlookonitasstableorrelyontheERM.
3.TradeandCurrencyContagion
Muchexcellentanalysisofcurrencycriseshasbeenpublished.Inaca-
demicfields,mosteconomiststhinkcurrencycriseseitherstemfromdif-
ferencesinmacroeconomicandfinancialfundamentalsorasself-fulfilling
speculativeattacks.AnexampleofthefirstviewisKrugman(1979)and
thesecondviewisObstfeld(1986).Butwhilerecentcurrencycrises,espe-
ciallyinthe1990s,havetendedtoberegional,macroeconomicphenomena
donotplayanimportantrole.Andwhileself-fulfillingspeculativeattac
dohavesomeeffectincurrencycrisestakingplace,wethinktheremight
beotherfactorsinvolved.
Insection2weillustratedthattheeliminationofexchangeratevari-
abilitywouldpromoteinternationaltrade.Exchangeratevariabilityin!
theEUhasbeendecreasing.Table2showsthestandarddeviationofth
changeinnominaleffectiveexchangeratesintheEUcountries.Itig
weightedbytradevolume(exportplusimport).
Ifthereductionofexchangevariabilityhadpromotedtrade,haditled
tocurrencycontagion?Tradepatternsarealmostregional.Mostcoun-
triestendtotradewithothernationsingeographicproximity,andtrade
volumeshavecontinuedtorise.InshapingtheEECortheEU,importtar-
iffs,quotaorothercontrolhavebeeneliminatedandtheproductsand
一8一 8
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Table2Standarddeviationofthechangeinnominaleffectiveexchangerate
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1975
-853.944.609.537.967.234.239.609.109.984.161.161.439.957.089.40
1986
-972.981.985.435.903.463.116.795.185.662.921.827.357.205.834.53
Note)Thedataaremonthly(attheendofthemonth),andarefromIFS
(IMF).TradevolumedataisfromMonthlyStatisticsofForeignTrade
(OECD).
accountingsystemshavebeenalsostandardized.Thismovementhasen-
forcedeconomiclinkagewhilecontinuingtoincreasetrade.Thereare
somepossibilitiesthattradelinkagesrelateorwillrelatetocurrencycon-
tagion.
Wewilldemonstratethattradelinkageshaveanimportantroleincur-
rencycontagionaboveandbeyondmacroeconomicorfinancialsimilari-
tiesamongaffectedcountriesespeciallyinthemiddleandlongterm.We
analyzecurrencytwocrisescausedintheEUcountriesin1992and1993.
Thecontentsofthecriseswillbeexplainedbelow.
Next,wequalifythetradelinksbetweenthefirstattackedcountryand
theothers.Ourcalculationofthetradelinkage,basedonGlickandRose
(1998),isasfollows:
TradeLinkage`≡Σ 々{[(X。ゐ十Xの/(X。 十X`)][1-1{(X。た/X。)
一(X ik/Xご)}1{(X。々/X。)十(X`々/X`)}]}(4)
Xdenotesexports,whileo,iandkarecountries,obeingthefirstvictim
ofthecurrencycontagion.WetakeItalyfor1992'scrisisasthefirstvic-
timofthecurrencycontagionandSpainfor1993'scrisis.Forexample,
X;kdenotesbilateralexportingfromitoh.Wecomputethistradecalcula-
tionusingquarterlydatalistedintheappendix.
Ofcourse,wemusttakeintoaccountthemacroeconomicorfinancial
fundamentalsthatmaycauseacurrencycrisis.Theexplanatoryvariables
ofourempiricalanalysisincludeinterestrates,domesticcredit,
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¶governmentbudgetasapercentageofGDP(asurplusbeingpositive),
currentaccountasapercentageofGDP,growthrateofrealGDP,ratioof
Mztointernationalreserves,andtheconsumerpriceindex.Theinterest
rateisthedifferencebetweenthedomesticrateandtheanchorcountry's
(Germany).Wealsoconsiderthedegreeofcurrencydepreciation.We
haveconstructedourindexasfollows.Ourquarterlyrealexchangerate
indexisaweightedsumofbilateralrealexchangerates(usingCPI)ap-
pliedtothecurrenciesoftradingpartnerslistedabove.Theweightssum
tooneandareproportionaltothebilateralexportshares.Thedegreeof
currencyundervaluationisdefinedasthepercentagechangeintheindex
betweentheaverageofthethreeprioryearsandtheepisodeyear.Allthe
dataisobtainedfromtheIFS(IMF).
Ourregressionequationisasfollows:
Crisis;=αε+β 重(TradeLinkage`,F`)+ε`(5)
whereCrisis`isanindicatordefinedas"unity"ifcountryiwasattacked
and"zero"ifthecountrywasnotattacked.For1992'scasewetakeItaly,
Spain,andtheU.K.asunity,andfor1993'scase,wetakeBelgium,
Denmark,France,Ireland,SpainandPortugalasunity.Ofcourseallthe
othercountriestakezero.Thecountrieswhichtakeunityaredevaluation
orachangeinregimeactuallyoccurred2.Fεisasetofmacroeconomicand
financialvariables,βisthecorrespondingvector,andεisanormally
distributeddisturbance.
Wehavecreatedthisequationviamaximumlikelihoodbyprobit
analysisthatincludesasetofmacroeconomicandfinancialvariables.In
ordertoidentifythereasonforcurrencycrisispressures,weusetheone-
stepaheadprobabilityofacrisisasafunctionofpressureindicators.Yis
adiscretevariable,whichbecomes"one"ifthereisacurrencycrisis,and
take"zero"ifnocurrencycrisisoccurred.Theprobabilitywasestimated
asfollows:
π=probability(Y=1)=π[TradeLinkage,珂
??
Wegottheresultasfollows.Sampleperiodisinthetable.
i
・11　
2AchangeinregimemeanswideningthebandoftheERMoraswitchtofl1,
flexibleexchangeratesystem.
1
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Table3aProbitresultswithtrade,andmacroandfinancialcontrols
VariablesAustriaBelgiumDenmarkFinlandFranceGermanyGreeceIrelandItalyNetherlandsPortuga1Spa血 SwedenU.K.
Constant1.264(0.021)
2.361
(0.261)
0.657
(0.0742)
11:
(-0.108)
一20
.567
(0.087)
一3
.258
(-0.129)
一5
.0294
(-8.510")
2.651
(0.914)
.527
(0.098)
10.259
(0.614)
2.365
(0.587)
0.957
(0.214)
3.254
(0.057)
一20
.254
(- .247")
Trade 1.354(3.258")
2.517
(0.957)
1.294
(10.548")
1':
(2.123')
0.954
(0.510)
0.942
(2.99")
1.294
(1.321)
1.874
(5.627'つ
0.328
(....!)
0.874
(3.017")
2.814
(4.651")
1:
(1.439)
1.292
(5.267")
0.617
(0.349)
Interest
rate
0.003
(0.987)
0.562
(3.654")
.658
(0.982)
0.841
(1.012)
0.456
(4.528")
11:
(-1.084)
0.302
(1.742)
.0784
(7.502")
10.581
(12.057")
0.2045
(5.691")
6.518
(7.814")
2.617
(2.512')
0.814
(0.861)
1.222
(3.618")
Domestic
product
0.052
(0.054)
11:
(-0.101)
0.095
(0.059)
一 〇.032
(-0.085)
一1 .012
(-0.269)
一 〇.006
(-0.021)
0.191
(0.032)
一 〇.002
(0.510)
‐o .02i
(-0.521)
0.201
(0.0{甦)
0.032
(0.051)
0.324
(0.185)
一 〇.02
(-0.430)
0.294
(0.411)
Budget
/GDP
一 〇.062
(-0.235)
一 〇.423
(3.052")
0.124
(0.097)
0.034
(0.041)
一 〇.103
(-1. 802)
‐o .io2
(2.910")
一 〇.263
(4.293")
一 〇.154
(-0.804)
‐o .20i
(-0.514)
一 〇.202
(0.087)
0.451
(1.416)
0.614
(1.744)
Current
aaount/GDP
一 〇
.〔漣8
(-0.415)
一 〇
.213
(-0.291)
0.095
(0.084)
一 〇
.023
(-0.514)
0.092
(0.037)
0.954
(0.0{強)
一 〇
.468
(-0.098)
‐o
.2is
(-0.266)
一 〇
.075
(-0.241)
0.615
(0.944)
1.
・//
一 〇
.301
(-0.205)
0.091
(0.594)
一 〇
.215
(-0.327)
Growth
rate
0.051
(0.064)
‐o
.184
(0.032)
11
(-0.2031)
‐o
.5sr
(-0.099)
一 〇
.164
(-0.423)
o.ios
(0.023)
0.104
(0.085)
一 〇
.032
(-0.057)
一 〇
.548
(-0.284)
o.ioo
(0.102)
一 〇
.031
(0.120)
‐o
.ozia
(-0.315)
1:1
(0.384)
0.205
(0.416)
M2/
reserves
一 〇.561
(-0.956)
一 〇
.301
(-0.569)
一 〇
.102
(0.943)
一 〇
.502
(-0.344)
0.846
(0.957)
一 〇
。486
(-0.819)
一 〇.294
(-0.584)
0.244
(0.325)
一 〇.287
(-0.206)
一 〇.324
(一1.541)
0.318
(0.51479)
0.154
(0.164)
一 〇.401
(-0.305)
一 〇.814
(-1.493)
CPI 3.265(0.945)
0.958
(1.036)
0.781
(0.546)
一 〇,297
(-0.051)
0.427
(0.549)
3.514
(0.954)
2.587
(0.482)
3.514
(4.582")
0.0471
(0.194)
3.297
(4.618")
0.410
(1.666)
4.985
(5.661")
1.963
(4.888")
0.914
(1.552)
depreciation
2.068
(o.ais)
1.294
(0.557)
111'
(-0.164)
2.394
(3.084")
0.843
(0.782)
10.444
(6.284")
2.364
(0.981)
3.222
( .405)
iii:
(0.051)
2.844
(2.164')
iii
(-0.001)
i.a4s
( .560)
5.394
(3.668")
.926
(6.224")
Adj.R20.55 0.64 0.32 0.20 0.240.5065o.i200.3020.2140.6060.1341 0.2〔回 0.163
LRindex0.28 0.23 0.30 0.17 o.2i0.30430.1840.2940.1750.285320.1630.3040.1740.255
Sampleperiod1975-199675-199675-199675-19957 -199675-199675-199675-19957 -199675-19957 -199675-199675-199675-1996
Note)figuresinparenthesesareabsolutet-statistics.'and"denotesignificantatthe5%and1%level.LRindexistheLikelihood
RatioIndex.ForDenmarkandPortugal,wecan'tobtainthedataforbudget'squarterlydata,soweomittedthisempiricalesti-
mation.Luxembourgisomittedforthesamereason.Probabilityofcurrencycrisisisasfollows.
??????
?
??
???
??
????????
????????
????
??
?
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Table3bProbabilityofcurrencycrisis
AustriaBelgiumDenmarkFinlandFranceGermanyGreece
1992(0.312)0.0860.152(0.235)0.065 0.214(0.452)
1993(0.222)0.330'0.399'(0.445)0.402'0.324(0.541)
IrelandItalyNetherlandsPortugalSpaznSwedenU.K.
1992 0.6140.628'0.2040.204'0.226'0.3540.512'
1993 0.643(`0.641)0.1020.512'0.519'0.226(0.451)
Note)Anasterisk(')denotesthatcurrencycrisisactuallyoccurred.Aparenthe-
sismeansbeingnotthememberofERMatthattime.
Wefindthattradelinkages,interestrates,anddevaluation(exchange
rate)haveakeyinfluenceoncurrencycontagion.Itwouldbepredictable
forinterestratesanddepreciationofexchangeratestoplayaroleincurs
rencycrises,however,itwouldbeinterestingiftradelinkagecausescuか・
rencycontagion.TheEUcouldhavemadeexchangeratesstableate
increasedintra-tradethroughtiedrelationships.Itcontainssideeffect
Wefindthatcurrencycontagionisinclinedtooccurastradelink
growsintensively.Andtradelinkagewillgrowmoreintensively.;;
Finally,inspiteofthisfact,iscurrencyintegrationsuitablefort
area?Ifcurrencyintegrationwereestablished,therewouldbemanyprt
its,ofcourse.Willthestrongtie-upsthroughtrademaketheEUopt
/
mumcurrencyarea?Wetestthisusingasimplemodelandthenend
paper.
Theregressionweestimatefirsttakesthisform
Correlation`,∫=α+βTradeσ+ε な.
?
Correlationdenotesthecorrelationbetweencountryiandcountryj
conceptrealGDPasproxy3.Wecalculatecorrelationfromquarterly
onanannualbasis.Tradeε,ノdenotesthenaturallogarithmoftheam-
bilateraltradeintensitybetweencountryiandjontotal(iorjisacoy
3Employmentindexetc.maybesuitable,butwecannotobtainthequ
data.
一12一
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Table4Tradeandoptimumcurrencyarea
a β DW F Adj.RZ
3.201
(8.951")
0.156
(2.254')
1.583 28.514 0.659
Note)figuresinparenthesesareabsolutet-statistics."and"denotesignifi-
cantatthe5%and1%level.
try)trade.Wetakeimportsplusexportsastrade.Finally,£t;represents
themyriadinfluencesonbilateralactivitycorrelation,andaandaare
theregressioncoefficientstobeestimated.
Theobjectofinterestisthecoefficientb.Thesignofittellsuswhether
thereisalowcorrelationofeconomicactivity(inwhichcasewewouldex-
pectittobenegative)orahighcorrelation(inwhichcasewewouldex-
pectittobepositive).Ittellsustoqualifytheeconomicimportanceofthe
effect.
IntheEUcountries,theestimatesindicatethatatradelinkagebe-
tweentwocountriesispositivelyassociatedwitheconomicactivitybe-
tweenthetwocountries.Atradelinkagebetweentwocountriesis
associatedwithmoretightlycorrelatedeconomicactivity.Inthisarea,
oneofthecriteriaofanoptimumcurrencyareaissatisfied".Thechoiceof
currencyintegrationmayberational5.
4.Conclusions
InthispaperwefocusontheEUanditsintra-trade.Wetestedwhether
theeliminationofexchangeratevariabilityhascoincidedwiththein-
creasingthevolumeofinternationaltradeandfoundthatithas.Surely,
therearemanyfinancialinstrumentsforhedging,covering,orspecula-
tion,however,thevariabilityofexchangerateisstillimportantatleast
4WedidthesamemethodforMERCOSURcountriesfrom1975to1996.And
wegottheoppositeresult.
50fcourse,wecannotconcludethatanoptimumcurrencyareaissuitablefor
theEUonlybythisfact.
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inEUcountriesorbecauseallofthetradersarenotriskaverse.Thesec-
andpurposeforuswastoanalyzetherelationshipbetweentradelinkage
andcurrencycrises.Wefoundthattradelinkageplayedanimportantrole
incurrencycontagion.Atleastinthemiddleandlongruns,wenotetrade
linkageismoreimportantthansomekeymacroandfinancialvariables
whenthinkingofcurrencycrisis.Finally,wetestedthesuitabilityofan
optimumcurrencyarea,andfoundthatincreasingtiesthroughinterna-
tionaltradewouldconstructanoptimumcurrencyareawithintheEU.
Appendix:Sourcesofthedata
Trade:export(DirectionofTradeStatistics,IMF)
Exchangerate:marketrateas(IFS,IMF)
Unitvalueofexports:exportprices74,0nlyforPortugalprices:homeandi血・I
portgoods64(IFS,IMF)
GDP:GDP99bforFinland,Germany,U.K.,forothercountriesindustrialofI
manufacturingproduction66,66..bor66..c(IFS,IMF)
ConsumerPriceIndex:consumerprices64(IFS,IMF)
1
Interestrate:forBelgium,Denmark,France,Ireland,Italy,Netherland}.
Portugal,Sweden,andUnitedKingdom,governmentbondyield61,forthg
restofthecountriesdiscountrate(IFS,IMF)
Domesticcredit:domesticcredit32(IFS,IMF)
fB
udget:deficit(一)surplus80
Currentaccount:total78.e.d,onlyforSpainexports70andimports71
1MF)
M2:Quasi-Money35(IFS,IMF)
InternationalReserve:internationalliquidity(foreignexchange)ld.d(IF
IMF)
Industrialproduction:industrialormanufacturingproduction66,66..bor66;
(IFS,IMF)
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